ET 74-072 


AND THEIR IMPLICATIONS FOR 
THE UNITED STATES 


RELEASED BY THE U.S. DEPARTMENT OF COMMERCE, Domestic and international Business Administration, 
Bureau of international Commerce 


AUGUST 1974 


Frequency: Annual American Embassy 
BUDAPEST 


HUNGARY 


TABLE OF CONTENTS 


SUMMARY 
CURRENT ECONOMIC SITUATION AND TRENDS 


IMPLICATIONS FOR THE UNITED STATES 


Available by subscription from the Superintendent of Documents, GPO, Washington, D.C. 20402. Annual Subscription, $37.50. Foreign 
Mailing, $9.40 additional. Single copies, 25 cents, available from NTIS, U.S. Department of Commerce, Springfield, Va. 22151. 





SUMMARY 


Hungary's economic performance in 1973 was impressive with 
industry achieving a growth rate of over 7%, agricultural 
production up 5%, and the nation achieving its first trade 
surplus with countries outside the Communist Bloc since 
1969. Although the economic prospects for 1974 are also 
good, as industrial growth continues at 1973's rapid pace, 
the effects of Western inflation, the high cost of raw 
materials and a less favorable outlook for agricultural 
exports, lead one to the conclusion that 1973's strong 
overall performance is unlikely to be equalled, much less 
surpassed this year. The outlook for the medium term con- 
tains many question marks as the need for large new invest- 
ments to modernize industry in the face of high raw material 
prices and a population growth of almost zero, together with 
increased popular demand for a higher standard of living are 
likely to bring about a deterioration of Hungary's foreign 
trade position, necessitate large scale borrowing and sig- 
nificantly reduce the rate of growth. Prospects for the 
expansion of American-Hungarian commercial relations are 
excellent, provided Hungary can be granted most favored 
nation status, and estimates that American-Hungarian trade 
could rise by 400% above the present level of $50 million 
per year do not appear to be overly optimistic. END SUMMARY. 


CURRENT ECONOMIC SITUATION AND TRENDS 
The Economy's Performance in 1973 


There is general agreement that 1973 was a successful year 
for Hungary's economy with results exceeding expectations 

in most areas. According to Hungarian official statistics 
national income in 1973 grew by 6.5-7%, instead of a planned 





4-5% to 350-360 billion forints* or 35,000 forints per capita. 
Industry was responsible for 150 billion forints or about 43% 
of national income while agricultural production and construc- 
tion contrivuted 17% and 12% respectively. Industrial produc- 
tion for the year rose to 7.2%, well exceeding the planned 

rate of 5.5-6%. Industrial growth was paced by the perfor- 
mance of the chemical industry (10.9%), light industry (10.8%), 
and electric energy (9.0%). Although building materials (6.7%), 
mining (6.6%) and the food processing industry (4.6%) grew at 

a rate below the overall average, performance in these branches 
was all well above planned levels. Only machinery production 
failed to meet the 1973 norm, rising 5.6% instead of the 
planned 6.5%. 


Agriculture 


Agriculture turned in a particularly strong performance in 
1973 and sales of surplus grain and meat at high world market 
prices played an important role in creating Hungary's first 
active balance of trade with countries outside the CEMA area 
since 1969. Wheat production totaled 4.5 million tons v.s. 
4.1 million in 1972, the corn harvest was 5.9 million tons 
(1972; 5.5) and wine production was 6.1 million hectoliters 
(1972; 5.0). The increase in wheat production was achieved 
solely as the result of a dramatic increase in yields which 
rose by over 10%; while increases in corn yields were less 
spectacular these also went up by about 2%. General agri- 
cultural production in 1973 rose by 5%, twice as high as 

the planned increases. This jump might have been even higher, 
if it had not been for the serious outbreak of hoof and mouth 
disease which ravaged Eastern Hungary during the early months 
of last year. As a result of this epidemic, production of 
pork declined to 544 thousand tons from a record 632 thousand 


* To convert forints to dollars three rates may be used. 
For statistical purposes there is an "official" rate of 
9.1 forints to the dollar and to convert Hungarian "devisa 
forints" into dollars this rate should be used. The tourist 
rate is $1 = 23.35 forints. The rates at which Hungarian 
companies may buy hard currency for purchases in the West, 
or are reimbursed in forints for hard-currency yielding 
exports to hard-currency countries is currently about 
$1 = 46 forints. 





in 1972. On the other hand, Hungarian beef production, a 
major source of hard currency receipts, rose by 15% to 327 
thousand tons, of which 120 thousand tons was exported. 


Foreign Trade 


Hungary's foreign trade picture in 1973 was a mixed one. The 
most favorable development was the achievement of the first 
overall trade surplus with the area outside CEMA since 1969. 
Last year's surplus in exchanges with non-CEMA countries was 
987.6 million devisa forints (dft.) (transportation charges 
included), compared to the 573 dft. deficit registered in 
1972. As noted earlier, this surplus was largely a result 
of booming prices for agricultural commodities which comprise 
a disproportionately large share of Hungarian hard currency 
exports. Attempts to substantially increase sales of machinery 
for hard currency were generally unsuccessful. 


In Hungarian trade with other CEMA countries the sizable 
surplus of 1,983 million dft. registered in 1972 widened 
further still to 3,670 million dft. The principal reasons 

for the surplus appear to have been an over-fulfillment of 
export plans combined with the disinclination of Hungarian 
enterprises to increase CEMA machinery imports. As the large 
surplus, in the absence of a convertible currency, is a major 
burden for the Hungarian economy, active efforts are being 
taken to reduce the rate of growth of exports to CEMA, while 

at the same time trying to stimulate sharp increases in pur- 
chases of CEMA-manufactured products. Of Hungary's total 

trade in 1973, 66% was with other communist countries, 21% 
with developed non-communist countries, and 7% with developing 
mations. The USSR remained Hungary's most important foreign 
trading partner accounting for 34% of all Hungarian trade, 
while West Germany and Italy were the most important commercial 
contacts in the non-communist world with 7.5% and 4.8% of total 
trade respectively. 


Weak Spots 


Among economic weak spots surfacing in 1973, perhaps the lag 
of new investment was the most notable. Although new investments 





had been slated to rise by 12% in 1973, from the 103 billion 
forints invested in 1972, the actual rise was only 3.5% to 
106.4 billion. Of this sum 40 billion forints were allocated 
for industrial investment, while 20 billion went to the de- 
velopment of agriculture, forestry and water resources. The 
problem of manpower shortages, underscoring the need for 

labor saving new investments, also continued to plague Hungary 
in 1973. The number of those employed in industry edged for- 
ward by only 1.3% and contributed only marginally (18%) to 

the overall rise in industrial production. Finally the effects 
of world inflation began to leave a mark on the Hungarian 
economy. Even though the official consumer price index rose 
by a modest 3.5%, this was accomplished only with the help of 
large central government subsidies for the purpose of keeping 
prices down. Such subsidies totaled 6 billion forints in 
1973, a three-fold increase over 1972. It is noteworthy that 
the cost jumps for freely priced items such as vegetables (9%) 
and potatoes (6%) were considerably higher than the retail 
price average. 


Prospects for 1974 


Hungary's economic plan for 1974 published at the end of last 
year foresaw increases of 5% in national income, 5.5-6% in 
industrial output, 5-5.5% in productivity, 3.7% in real wages 
per wage earner, a 2% jump in consumer price index and 10-11% 
rise of investment. Statistics for the first third of the 
year indicate that the economy is continuing to grow at a 
rapid rate with production in socialist industry up 7.4% and 
industrial productivity rising 5.9%. Nevertheless, important 
problems await solution as new investment appears to be still 
lagging and the government's anti-inflation campaign is prov- 
ing to be far more expensive than originally anticipated. 

In addition, the higher cost and often unavailability of raw 
materials, softer commodity prices, and difficulties with 
certain traditional Western export markets threaten to wipe 
out the favorable balance of trade achieved with the dollar 
area last year. 





The Effects of World Inflation on the Hungarian Economy 


The battle against the effects of world inflation has been a 
particular challenge for the economy during the first five 
months of 1974. Industries such as chemicals, shoes and 
rubber, which are heavily dependent on raw materials from 
the non-communist world have been hard hit by skyrocketing 
prices for their imports and often outright unavailability. 
The economic daily Vilaggazdasag in reporting on the woes of 
affected industries notes that during the past twelve months 
the cost of leather has gone up 30-40%, natural rubber has 
doubled in price, and the cost of basic chemicals imported 
from the West has risen a whopping 100-400%. While 85% of 
Hungary's petroleum needs will be met from either domestic 
production or Soviet imports at old unchanged prices, the 
price of the 15% or 1-1.5 million tons imported from the 
Middle East has followed world trends. Unavailability of 
basic materials has caused stoppages in the chemical in- 
dustry and one medium-sized plastics producer foresees that 
such shortages will cause its own exports to drop from 170 
million to 100 million forints in 1974. 


To compensate these affected industries, which have not been 
permitted to raise their prices for products sold at home or 
to other CEMA countries, the government has offered subsidies 
from the central budget. Although in January it was esti- 
mated that this subsidy bill would total 10 billion forints 
in 1974, economic leaders have publicly admitted in recent 
weeks that the final figure for the year will be at least 
twice this amount. The rise in estimates of the cost of 
fighting inflation has increased the demands of many econo- 
mists, that prices be simply permitted to rise and that 
workers be compensated with pay increases. In a partial 
concession to this point of view, it was announced in mid- 
May that producer prices for oil products, natural gas, 
materials for the clothing industry and metals will be 
raised from between 30-100% as of the first of next year, 

a move which is expected to reduce budgetary subsidies by 

10 billion forints. Enterprises will be compensated for 
these price increases by a 30% reduction in the tax on 

fixed assets, a measure which is expected to reduce govern- 
ment revenues by about 10 billion forints. 





Official Hungarian statistics for the first four months of 
1974 claim that the consumer price index during this period 
rose at an annual rate of only 1.6%, however, the average 
Hungarian man on the street is convinced that the real 
figure is considerably higher. An increasingly popular 
trick to keep the index rises within the targeted 2% has 
been to introduce new, more expensive products, while making 
the older, cheaper equivalent products unavailable. Although 
it may be possible to hold the "official" rise in consumer 
prices in 1974 to the targeted 2%, this will be achieved 
only at the cost of enormous subsidies from the central 
budget, an increasing resort to the type of juggling des- 
cribed above, and a corresponding decline in government 
creditability in the eyes of the Hungarian consumer. 


Balance of Trade Prospects 


Registering another $100 million surplus in trade with non- 
CEMA countries will be a difficult task in 1974 in view of 
the ever higher prices being paid for machinery and raw 
material imported from outside CEMA and a corresponding 


softening in world commodity prices, in a year when, at 
best, only moderate increases in agricultural productions 
(2-2.5%) are foreseen. The recent action by Italy to dis- 
courage imports of meat is also likely to have serious con- 
sequences for the Hungarian balance of trade picture since 
meat deliveries to Italy in 1973 totalled about $170 million 
or 10% of all Hungarian hard currency exports. During the 
first four months of the year Hungary recorded a trade 
deficit of 1,300 million dft. with the non-CEMA area 

as compared to a deficit of 776 million dft. during the 
first three months of 1973. 


At the same time Hungary's large surplus in its trade with 
the ruble area dropped to 366 million dft. during the first 
quarter of the year, as compared to 1,052 million dft. for 
the first three months of 1973. This favorable development 
has apparently been at least partially a result of a con- 
certed effort to induce Hungarian firms to buy machinery 
and equipment from CEMA partner countries by offering 





favorable credit rates. Imports of CEMA machinery alone 
during the first quarter of 1974 totalled 334 million dft., 
a 36% rise over the previous year. 


Investments 


As a result of tighter government supervision in the wake 
of the 1971 industrial spending spree, total investment has 
grown very slowly. While this slow growth was initially 
hailed as an example of how the NEM could deal with a dan- 
gerous situation, the less than hoped for rise in investment 
last year caused concern and the 1974 plan called for rais- 
ing of investment by 11-12 billion dft. to an overall level 
of 117-118 billion. Nevertheless, during the first third 
of 1974 investment has continued to grow slowly and total 
investment for the January-April period totalled 24.3 
billion forints, a modest 3.1% rise over the first four 
months of 1973. 


Credits 


The last several months have witnessed what appears to be 

a significant shift in the GOH's attitudes regarding foreign 
credits. While Hungary has traditionally pursued a conser- 
vative and selective borrowing policy, the seeking out of 
foreign credits has recently been stepped up. During the 
last six months four major borrowings have been arranged; 

a just announced $100 million loan from a group of American 
and Canadian banks, a $100 million credit from a consortium 
headed by Kuhn Loeb in May, a $50 million Eurodollar loan 
from a group led by the Vienna Kreditanstaldt in April, and 
another $50 million from a consortium of twelve Japanese 
banks organized by Loeb Rhoades and Company last November. 
In addition, the Hungarians have begun strongly stressing 
the need for large and long-term credits in discussion with 
U.S. officials and potential American businessmen, in a way 
which would have almost been unthinkable a year ago. The 
Hungarians insist that in spite of these loans they are 
able to incur sizable additional debts without taking on a 
dangerously heavy load, and make it clear that they will 
continue their search for foreign credits. 





Manpower and Wages 


Increases in production continue to result primarily from 
increased worker productivity with new entries into the 
labor force constituting only a marginal element. During 
the first four months of 1974 the number of industrial 
workers continued to inch ahead at a yearly rate of 1.4%. 


The shortage of skilled and specialized workers is particu- 
larly acute and there has been heavy stress in recent months 
on the need to train more skilled workers. Employees wages 
have continued their upward trend during the first four 
months of the year, rising at an annual rate of 7.6%. On 
April 1, 1974, the wage increases announced at the November 
1973 Central Committee session were introduced. These in- 
clude a 5% raise for auxiliary workers in state industry 

and the construction industry, an 8% hike for skilled workers 
in industry, a 20% rise for scientific researchers and a 25% 
increase for actors and theater workers. With these in- 
creases the average monthly wage in April for an employee 

in socialist industry reached 2,588 forints. 


Outlook for the Medium-Term Future 


During the medium-term future, it is likely that the Hun- 
garian economy will be confronted by major challenges re- 
sulting from the high cost of raw materials, the need to 
modernize large segments of Hungarian industry, a continued 
deterioration of the manpower situation, general world-wide 
inflation and rising expectations of the population which 
will demand for higher wages, more consumer goods and in- 
creased social benefits. While at present there is optimism 
that the challenges can and will be met, it is unlikely that 
they will be achieved without a marked decline in the in- 
dustrial growth rate, additional foreign borrowing, and 
sizable imports of Western technology. One of Hungary's 
most prominent economists, Bela Csikos-Nagy, in a recent 
article entitled "Can Current Rates of Growth be Maintained" 
concluded that considering the problems facing the Hungarian 
economy, it would be reasonable to anticipate a decline in 
the industrial growth rate to a maximum 5% in the years ahead. 





The cost of raw materials will become an increasingly heavy 
burden for the Hungarian economy to bear in the years to 
come. While Hungary is self-sufficient in bauxite and can 
now supply most of its coal and natural gas needs from 
domestic sources, the great majority of raw materials are 
imported. The bill for imported crude oil alone will be a 
sizable one, particularly after the expected increase in 

the price of Soviet oil beginning in 1976. Present estimates 
are that by 1980 Hungary will be importing about 12.5 million 
tons of oil per year with 9 million comming from the USSR and 
the remainder from the world market. Although it is possible 
that the Soviets may not raise the price of raw materials 
delivered to their CEMA partners to high world market levels, 
it appears that countries such as Hungary will be expected 

to invest considerable resources in major Soviet development 
projects, in exchange for guaranteed supplies. 


The lag in new investments will also have to be reversed 
if Hungary is to modernize its aging industrial base and 
give the most promising branches of industry the modern 


basis needed for effective competition on the world market. 
This revival of industry, among other things, will be at 
the expense of export earnings, since Hungarian companies 
will be expected to produce more for the domestic market 
and export proportionally less abroad. At the same time, 

a greater push must be given to the phasing out of ineffi- 
cient and unprofitable industries, such as six major enter- 
prices which were singled out for reorganization in 1972. 
The slow speed with which reorganization work has proceeded 
at the selected six suggests that the phasing out of in- 
efficient operations may be as difficult as the moderniza- 
tion of industry's more promising branches. 


Hungary's population problem will become more acute in the 
years to come, as the birth rate for the 1955-1963 period, 
representing the number of new recruits who will be coming 
into the work force during the remainder of the decade, 
shows a steady decline. While the increased mechanization 
of agriculture will continue to release manpower for work 
elsewhere, it is anticipated that the percentage freed by 





this mechanization will be absorbed not by industry but rather 
the rapidly expanding service sector. Thus in the medium-term 
future, rises in production will have to come almost exclu- 
sively from increased productivity. 


Inflation is another difficulty which is likely to get worse 
before it gets better. Although Hungary is suffering from 
serious inflationary pressure and, as previously noted, is 
planning to use 10% of the 1974 budget in a battle to hold 
the increase in consumer prices to 2%, it still continues to 
receive the majority of its needs for raw materials and semi- 
finished products from the Soviet Union and other CEMA coun- 
tries at 1971 prices. When these prices are raised, as ex- 
pected in 1976, inflationary pressures in the economy are 
likely to grow stronger, and the GOH may have little alter- 
native but to drop its expensive anti-inflationary battle 
and allow prices to rise substantially. Needless to say, 
any large increases in prices will only strengthen the push 
for higher wages among Hungary's working class. Workers 
have already indicated dissatisfaction with the inequalities 
‘introduced by the 1968 economic reforms which had the effect 


of rewarding the factory managers with bonuses up to 70% of 
salary, while giving relatively small benefits to production 
workers whose top bonuses were only 15% of their substan- 
tially lower salaries. 


To cope with the above difficulties, it appears that the 
government is slowly reimposing a greater amount of central 
direction and control over the economy, in a gradual yet 
steady retreat from the decentralization of economic deci- 
sion making introduced with the New Economic Mechanism in 
1968. Examples of this retreat are the increased control 
over enterprise investment, the decision to single out 50 
of Hungary's largest industrial enterprises for special 
attention, and the personnel shifts of March 1974 which 
saw Rezso Nyers, the Hungarian economist most closely 
identified with the reforms, relieved of his position. 
Hungarian spokesmen have insisted that the changes which 
are taking place will not affect the basic character of 
Hungary's economic reform system, but are primarily adjust- 
ments needed to make the reform function more effectively 





in response to changing economic conditions. Whether or not 
one accepts this assertion, it does appear that Hungary has 
opened its doors to a further intensification of economic 
relations with Western countries including the United States, 
and whatever further changes are made in the domestic eco- 
nomic system, commercial relations with the West are still 
likely to expand at a rapid pace. 


IMPLICATIONS FOR THE UNITED STATES 


American-Hungarian Trade Relations 


Two-way U.S.-Hungarian trade in 1973 totaled $50 million; 
consisting of $33 million in American exports to Hungary 

and $16.4 million worth of Hungarian sales to the United 
States. This statistic represented a 50% increase over 

1972 and was the highest figure recorded in the history of 
American-Hungarian commerce. Nevertheless, the absence of 
most favored nation treatment for Hungary, the high retalia- 
tory Hungarian tariff affecting all American goods exported 
to Hungary, and the lack of traditional commercial contacts 
between Hungary and the United States, still pose formidable 
barriers to the future development of trade relations. 
Leading Hungarian officials have stated that with a positive 
resolution of the MFN question bilateral trade could in- 
crease to at least $200 million per year. Judging from 
Hungary's relatively hio’i levels of trade with other de- 
veloped Western countries, this does not appear to be an 
unrealistically high estimate. 


American-Hungarian trade has been limited principally to 
agricultural commodities and farm machinery. Soybean oil 
cake and meal has been the most significant American export 
item during the past 10 years and in 1973 accounted for 
about 50% of total American sales to Hungary. Other princi- 
pal exports included large numbers of American tractors and 
planting equipment which are being sold and leased in 
connection with Hungary's introduction of a systems approach 
to corn, sugar beet and vegetable production, and American 
livestock which are being purchased in large quantities for 
freeding purposes. Additional significant export items in 
1973 were cattle hides, air and gas compressors and compo- 
nents for electronic data processing machines. 





Almost half of Hungary's exports to the United States last 
year consisted of processed food and beverages. . More than 
$5 million worth of Hungarian canned hams were shipped to 
the U.S. making this the largest single export item. Other 
significant Hungarian exports were electric light bulbs, 
glass, clothing, shoes, and pharmaceutical products. 


Industries which may offer the best opportunities for American 
businessmen during the 1970's are those which are expected to 
develop at a particularly fast pace during the next five-year 
plan period. These include tool engineering, small computers, 
medical instruments, pharmaceuticals, telecommunications 
equipment, the food processing industries, agricultural 
machinery and wearing apparel. The further development of 
the aluminum industry, certain branches of the chemical in- 
dustry and search for alternative energy sources will also 

be high priority items. While Hungary has traditional con- 
tacts with Western European firms in many of these areas, 
competitive American proposals are almost certain to be 
received with interest and the possibility for sales of 
complete factories of processing units would appear to be 
particularly promising. 





a major force in 
the economy 


The franchise method of distribution is 
a significant part of the nation’s market- 
ing system and sales are expected to 
reach $178 billion in 1974. The Con- 
sumer Goods and Services Division, 
Bureau of Domestic Commerce, has a 
continuing program which collects and 
publishes data on franchising by key 
business sectors. 
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